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Abstract 
The China’s policy on REE always attracts worldwide attention greatly. Its measures related to restricting REE-based 
raw materials for its alleged purpose of conserving this exhaustible natural resources and protecting the environment 
during the exploitation and development have been widely protested within WTO regime. Analyzing the China’s 
governance of REE-based raw materials, it seems that the Chinese government believes that “as long as the purpose 
is right, you may use any means”, and this reveals that there is still a long way for China to modern market economy. 
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1. Introduction 
The China’s interim policy on rare earth elements (REE) in October of 2010 has attracted substantial 
attention greatly in and out China, governmentally and non-governmentally, academically and non-
academically, and made the average price for REE had tripled in the month [1]. Even 2008 Nobel Prize-
winning economist P. Krugman wrote a critical article in his New York Times column [2]. China’s 
embargo on REE in October was officially denied and described by the government as management and 
restriction measures. It has been removed, perhaps due to international critiques or pressures (including 
possible appeal to WTO dispute mechanism by Japan, EU and/or U.S., as well as the ongoing cases of 
China-Measures Related to the Exportation of Various Raw Materials initiated by U.S., EU and Mexico 
in 2009). Nonetheless, in my opinion, how the Chinese government should improve its allocation of 
resources is a vital and key issue. Only when China becomes a real modern market economy country, 
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could China play an active role in promoting a mutually-beneficial and stable international economic 
system. 
China’s current official policy documents, governmental and of Communist Party of China (CPC) 
usually employ expressions, i.e., such as ‘give full play to the basic role of the market in the allocation of 
resources’, e.g., CPC Central Committee’s Proposal for 12th 5-year Plan (October 18, 2010) as well as 
The 12th Five-Year Plan for National Economic and Social Development of PRC (adopted by the 
National People Congress on March 14, 2011) based on it. In China’s White Paper China’s Policy on 
Mineral Resources (State Council Information Office of PRC, December, 2003), the phrase ‘give full play 
to the basic role of the market in the allocation of mineral resources’ is used. The expression has been 
misleading some foreign scholars and made them believing that China is on the way of transiting to a 
“free market” [3]. However, the fact is that the State macro-control is emphasized at the same time in most 
China’s official documents, and implemented in practice with a few exceptions. Nonetheless, whether 
export embargo and/or quota can be considered as proper State macro-control measures under the era of 
globalization of market economy, in particular within the WTO regime, is worth of discussion. 
2. Analysis of China’s Governance of REE: under the era of globalization of market economy 
Following a literature theoretically review, the classical economic theory of free market (small 
governments) emphasizing full market competition (represented by A. Smith) has been replaced by the 
modern market economy theory which combines government and market, i.e., neo-classic comprehensive 
theory. The mainstream or dominant theory widely applied posits that the government should play a 
leading role in organizing and guiding on the basis of allocation of resources by market while the 
reallocation of resources through government intervention hereby is a supplementary way to resources 
allocation by market (represented by P. A. Samuelson)a. In fact, except for the Chinese government, no 
any other government has claimed that the market shall fully play the basic role in the allocation of 
resources. This is because ‘give full play to the basic role of the market in the allocation of resources’ 
must be in contradiction with the governmental macro-control, lightly or seriously, logically and de facto. 
And governmental micro-control measures, such as export embargo and quota, are even more apparent. It 
can be concluded that the China’s policy-makers and/or policy-influencing economists may do not fully 
understand the relations between market role and government micro- and macro control and/or regulation. 
In this REE policy, China’s explanation to its export embargo and/or quota measures, official or 
unofficial, can be summarized as the following four aspects, (i) in the past exploitation of REE resources, 
the environment has been seriously destroyed or polluted, and therefore, measures including export quota 
should be taken to protect the environment; (ii) China has supplied more than 90 percent of world REE 
commodity with only about 30 percent of the world reserve of REE resources, if things go on in this way, 
China will have to import REE commodity from other countries with much higher prices, so that export 
quota can be used to help China achieve sustainable development in the area of REE; (iii) following the 
China’s rapid economic growth, the domestic demand for REE has greatly expanded, and this makes 
export quota measure required or necessary for ensuring its domestic need; and, (iv) making reasonable 
use of its domestic resources is every country’s sovereignty right, and China’s measures are in conformity 
with WTO rules, for ‘it’s a common practice of all countries to restrict exports of the key natural 
resources’ [4-7].
                                                          
a The book of An Outline of the U.S. Economy (U.S. Dept. of State, Washington, D.C., 2001), prepared for the U.S. Dept. of 
State by C. Conte and A. R. Karr, states that “ the American economy is perhaps better described as a ‘mixed’ economy, with 
government playing an important role along with private enterprise” (Chap. 2). See also Chap. 6 of An Outline of the U.S. Economy
(2009 ed.) (U.S. Dept. of State, Washington, D.C., 2009). 
658  Desheng Hu / Energy Procedia 16 (2012) 656 – 660 Desheng Hu / Energy Procedia 00 (2011) 000–000  
In mainland China, there are thousands of thousands economist, practical (who hold a qualification 
certificate issued by the government) or academic, and many policy-makers have a PhD degree in 
economics. However, according to the observation of Xueliang Ding, an economist in Hongkong, 
Professor at Hong Kong University of Science & Technology, there are only no more than five real 
economists in mainland China, further, some of the said famous economists even are unqualified to be a 
graduate student in the world’s top 50 economics departments [8]. To some extent, this observation should 
be true. For example, according to a famous and policy-influencing economist in China, ‘in developed 
market economy countries, all of their lands are privately-owned’ [9]. Unfortunately, this is not the truth. 
In the U.S., nearly 560 million acres of land, almost 30 percent of the total U.S. land area, are owned by 
the Federal Government [10]. Knowledge on mining royalties could be taken as another example. Almost 
all Chinese scholars take it for granted that there is a universal international custom on mining royalties, 
and this is accepted by the policy-makers in revising China mineral law process. However, according to 
the research by authoritative writers J. Otto et al., such a custom does not exist at all [11]. Because of the 
incomplete understanding of modern market economies as well as foreign and international practice, one 
should not be surprised about the China’s governing policy and export quota measures on REE. 
From a neutral viewpoint, the background for the above five aspects employed by the Chinese to 
explain its governing policy and measures a valid. Unfortunately, measures or methods taken are 
improper, or even incorrect, from the perspective of modern market economy and that of mostly 
international accepted practice, and therefore not convincing widely, for there remains many puzzles 
existing and new problems come into being. (i) For environmental destruction or pollution, why not take 
legislative and executive measures to deal with them ? One may note that, according to the China’s White 
Paper Environmental Protection in China (1996-2005) (State Council Information Office of PRC, May, 
2006), a system of environmental protection standards at both the national and local levels has been 
established in China, China has constantly strengthened checks on the enforcement of environmental 
legislation, and improved administrative law enforcement. Could it be that, the development of REE 
resources is an exception to environmental protection in China in practice? (ii) REE is in scarcity, why 
not levy a higher level of royalties to reflect its scarcity and economic value, but remaining the royalties 
at a very low level for so many years? (iii) Who has taken the huge benefit from the big price increases of 
export REE caused by export quota measure? For example, the average price of ‘rare earth metals, 
yttrium, scandium and their chemical mixture’ in September of 2010 (29350 USD/t) is more than eleven 
times of that in January of 2000 (2586 USD/t) b. It is reported that the price for illegal REE export quota 
sales has increased from 300 USD/t to 20,000 ~ 30,000 USD/t in the last years [12]. That is to say, who 
gets the quota, then who grabs the benefit. (iv) Due to dual price system with a great cap (8,000 USD/t 
estimated) between domestic and international REE market caused by export quota measure, there are 
serious smuggling activities in China. It is reported that more than 20,000 tons of REE commodity may 
have been smuggled out of China in 2009, and the amount is about 40 percent of export amount of REE 
through normal channels, which was about 50,000 tons [13].
Although each State has sovereignty rights over natural resources within its jurisdiction, it is also in 
duty to utilize its resources for the benefits of its people as well as for the expansion of the world 
economy under international law. The Chinese policy-makers should study which areas should be left for 
market to play its active, but not full, roles. For natural resources, every State has regulated the ones it 
believes or considers important. Although in the discussions and/or researches done by many economists 
and WTO staff, no difference(s) is (are) made between a type of natural resources and those raw materials 
(or products) following the exploitation or development of the natural resources [14][15], the practice of the 
                                                          
b Calculation based on data from www.customs-info.com supervised by China Customs Information Center and undertaken by 
China Cuslink Company, Ltd. 
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State as well as WTO has shown that every State is entitled to determine what good (or thing) or what 
part of it can be tradable, i.e., be regulated by trading rules. In developed market economy countries, the 
natural resource is distinguished from commodities made of (by) natural resources. For the former, the 
State uses its power to allocate, and the market does not play a decisive role in most cases, although the 
economic methods, such as cost-benefit analysis, could be employed in the allocation process by the 
government. And for the later, the market is allowed to play active roles under State regulation, and 
market mechanism (including trade rules) is applied. The international practice in water can be taken as 
an example. In the 1993 Statement by the Governments of Canada, Mexico and the United States, it states 
that, ‘nothing in the NAFTA would oblige any NAFTA Party to either exploit its water for commercial 
use or to begin exporting its water in any form. Water in its natural state in lakes, rivers, reservoirs, 
aquifers, water basins and the like is not a good or product, it is not traded, and therefore is not and never 
has been subject to the terms of any trade agreement’ 
(http://www.ccme.ca/about/communiques/1999.html?item=13). Besides these, it is also well known that, 
in some areas, such as public service, ensuring human rights, State security, etc., the market can not be 
left to play a basic role freely or fully. At least, in the water area, privatization of water supply is 
controversial world [16], and each country should make decision according to its own situation and/or 
resources. 
3. Conclusion 
The procedure for the three WTO cases of China-Measures Related to the Exportation of Various Raw 
Materials will go to its end following the circulation of the final decision by the Dispute Settlement Body 
(DSB) in the near. In respect of findings concerning export duties and export quotas, the panel report  has 
find that the series of measures operating collectively by China has resulted in the imposition of export 
duties or quotas that are inconsistent with China’s WTO obligations, and therefore has requested China to 
bring its measures into conformity with its WTO obligations [17]. In considering a country whether or not 
is of a market economy status, the U.S. normally follows the six criteria, i.e., currency convertibility, free 
bargaining for wages, foreign investment, government ownership or control of production, government 
control over the allocation of resources, and other appropriate factors. From the above discussion on 
China’s governance of REE, it is apparent that the China’s policy-makers and policy-influencing 
economists should learn and study more about government ownership or control of production, and 
control over the allocation of exhaustible natural resources, in particular rules concerning (international) 
trade. It is time for the Chinese policy-makers to throw away the slogan-like and out-of-date expression of 
‘give full play to the basic role of the market in the allocation of resources’. As Jinglian Wu, one of China 
mainland leading economists, pointed out, without really understanding the theory of economic 
development, without deep discussion of the process of theoretical analysis, without taking the thread of 
history of economic development, it is impossible for policy-makers to plan, articulate, and enforce good 
governing measures in the economic areas [18]. 
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